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Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these solutions appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official solutions 
of the board of examiners. They represent merely the opinions of the editor 
of the Students' Department.]
Examination in Accounting Theory and Practice—Part I
November 17, 1932, 1:30 P. M. to 6:30 P. M.
The candidate must answer questions 1 and 2, 3 or 4 and 5 or 6.
No. 1 (30 points):
You are called upon by the president of a corporation to restate the operating 
accounts of the company. The chief accountant has recently remodelled the 
general ledger, introducing accounts for cost of sales, work in progress and 
other accounts appertaining to the operations. These accounts are maintained 
in the general ledger, no separate factory ledger having been opened.
At the end of the first month under the new system, the chief accountant has 
submitted to the president a statement of operations showing:
Net sales...........................................................................$75,000
Cost of sales............................................................... 43,700
Operating profit..................................................... $31,300
The president has then asked that figures be submitted showing inventories 
at the beginning, purchases, payrolls, etc., but the chief accountant has met 
with a serious accident and no one else in the office has been able to furnish the 
desired information. You are requested to do this.
Show how you would obtain the desired information and state what sugges­
tions you would offer in order that cost of sales could readily be analyzed in 
the future.
The operating accounts and journal entries are as follows:
LEDGER
StoresRaw materials
Inventory.......... $30,000 Issues........ ... $25,500 Inventory.........$10,000 Issues........ ... $15,150
Voucher record. 20,000 Voucher record. 7,500
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Work in prog-......................... Stores.................. $ 1,500 Work in prog­






General plant expense Power house


















Work in progress 320
Pattern shop .. $ 240
Foundry........... 400
Machine shop . 800
General offices . 160
Labor—Pattern shop Labor—Foundry
Voucher record.. $ 650 Sundries........... $ 650 Voucher record.. $ 1,950 Sundries........... $ 1,950
Labor—Machine shop
Voucher record.. $ 3,250 Sundries........... $3,250
JOURNAL ENTRIES
1
Work in progress..................................................................... $24,000
Power house.............................................................................. 5Q0
General plant expense............................................................ 1,000
Raw materials.................................................................. $25,500
Summary of materials used during month.
2
Work in progress..................................................................... 10,000
Pattern shop overhead........................................................... 1,150
Foundry “    900
Machine-shop “ 1,500
Power house.............................................................................. 150
General plant expense............................................................ 1,300
Employees’ accounts receivable............................................ 150
Stores................................................................................ 15,150
Summary of requisitions for the month. 
3
Plant and equipment.............................................................. 5,000
Work in progress..................................................................... 1,500
Raw materials.......................................................................... 20,000
Stores........................................................................................ 7,500






Foundry overhead................................................................. $ 125
Machine-shop “ ................................................................. 350




“ —Machine shop............................................................. 3,250




Summary of voucher record for the month.
4
Work in progress..................................................................... 5,150
Pattern-shop overhead........................................................... 75
Foundry “  125
Machine-shop “ 275




“ —Machine shop................................................... 3,250
“ —Power house...................................................... 350
Distribution of payrolls. 
5
Work in progress..................................................................... 6,870
General plant expense............................................................ 150
Pattern-shop overhead................................................... 650
Foundry “ 1,950
Machine-shop “  3,250
General plant expense.................................................... 1,170
Distribution of overhead for the month. 
6
Plant and equipment.............................................................. 1,500
Power house............................................................................. 320
Cost of sales............................................................................. 43,700
Work in progress............................................................. 45,520




Foundry “  500
Machine-shop “ 755
General plant expense............................................................ 125
Prepaid insurance........................................................... 500
Reserve for depreciation................................................ 1,100
Accrued taxes (property)............................................... 240
For proportions applicable to factory, viz.:
Depreciation Insurance Taxes Total
Power house $ 140 $100 $ 40 $ 280
Pattern shop 100 50 30 180
Foundry 300 125 75 500
Machine shop 480 200 75 755
General plant 80 25 20 125
$1,100 $500 $240 $1,840
55
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8
Pattern-shop overhead............................................................. $ 240




Distribution of overhead for month.
Solution:
Here we are confronted with a situation in which a corporation has just 
installed a job cost system—or, at least, has just tied in its job cost system with 
its general ledger accounts.
The candidate, after studying the problem and noting the variations between 
actual and applied overhead, and the apparently arbitrary rates of 100 per cent 
of direct labor used in each department, may be sorely tempted to redistribute 
the overhead in an attempt to arrive at actual cost.
Before making a redistribution, however, the candidate should consider two 
factors: (1) the possibility of an accurate distribution, and (2) the desirability 
of a distribution.
(1) The $3,480 of unabsorbed overhead can readily be spread proportionately 
over the total of the shipments for the month plus the closing inventory of 
work in progress:
Unapplied overhead
$67,520 6752/6752 $ 3,480 $71,000
Per 
books Fraction Amount Actual
Cost of shipments..................... ... $45,520 4552/6752 $ 2,346 $47,866
Work in progress, closing........ 22,000 2200/6752 1,134 23,134
However, there is no assurance that this allocation is correct; it is probably 
incorrect, for the cost of shipments includes $20,000 of opening inventory 
which required a smaller proportion of labor (and overhead) this month than 
goods wholly completed during the month. Furthermore, the cost of ship­
ments includes a charge to plant which may have been made on the basis of 
material and labor only, and a charge to power expense which, if increased, will 
require a re-application of the overhead already applied.
(2) Even assuming that all the facts were known, so that the overhead could 
be redistributed with scientific accuracy, would such a course be advisable? 
Hardly, because an adjustment of the closing inventory would require an ad­
justment of each cost sheet, in order that the job could be charged out correctly 
when it was completed. This method would entail considerable work with 
few benefits, and would require a separation of labor and overhead on each job 
by months as well as departments for the end-of-month adjustments. Ad­
justment of the monthly statements without adjustment of the books, while 
it would cut down the cost sheet detail, would create the new complication of 
ascertaining how much of the previous month’s inventory adjustment applies 
to goods held over.
Thus a strong argument is presented against using the actual costs, even 
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will produce a normal cost, a cost which averages out the seasonal fluctuations 
and is more satisfactory than the actual cost. One fact (use of a 100 per cent 
overhead rate in all departments, whereas the actual overhead varies from 
slightly more than 100 per cent to almost 300 per cent of labor cost), may 
indicate that the accountant failed to consider each department separately in 
setting the rates, and that a recomputation should be made; such a conclusion 
is not warranted without more information.
A Corporation
Statement of cost of sales for the month of . . .
Materials:
Inventory, at beginning of month................. $30,000
Purchases............................................................ 20,000
---------- $50,000











Deduct: power house expense charged to 
general office.............................................. 160
Total manufacturing expense...................... $20,030
Unabsorbed manufacturing expense:
Pattern shop...................................................... $ 1,045
Foundry.......................................................... 100
Machine shop................................................. 430
General plant expense.................................. 1,905
----------  3,480
Total manufacturing cost....................................
Deduct: increase in work-in-process inventories:
Inventory at end of the month...................... $22,000
Inventory at beginning of the month...........  20,000
Cost of shipments.................................................













Apparently the corporation is using some kind of job cost record, as indi­
cated by the journal entry crediting out the shipments for the month. A 
better analysis of the cost of sales could be obtained if the work-in-progress 
account were broken down into three accounts—materials in process, labor in 
process, and overhead in process (it might even be desirable to divide the labor 
and overhead applied departmentally). Then the journal entry at the end of 
the month would show how much materials, labor, and overhead had entered 
into the cost of the goods sold. The cost statement would not contain the 
item of “variation in inventory of work in progress,” as each of the elements 
of cost would be separately adjusted for this variation.
In order to facilitate the preparation of the cost summary, it is suggested 
that each departmental overhead account be supported by detail accounts, and 
further that the credit for overhead applied be posted to a separate account. 
The difference between the sum of the detail accounts (a debit) and the applied 
account (a credit) would represent the over- or under-absorbed overhead. The 
overhead accounts could be kept on columnar distribution sheets (using as 





Depre- Trans-  Total Applied
ciation fers 
5 6  10 A
In this solution, stores are treated as supplies, and hence as overhead; they 
may have been finished parts.
While the unabsorbed overhead may be deferred at the end of each month, 
the balance under- or over-absorbed at the end of the normal or fiscal year 
should be closed out to operations.
No. 2 (30 points):
You are engaged by a certain professional association, founded January 1, 
1929, to audit the books of account and records for the period of one year and 
six months ended June 30, 1931. The purpose of this organization is to pro­
mote the welfare of the profession. To this end it engages in various activities, 
principally the publication of monthly bulletins containing data of interest to 
its members. These bulletins are printed by outside printers and are mailed 
each month to the membership. At the end of the year, additional bound 
volumes of the twelve issues are available to the members for $8.60 a volume. 
Extra copies of the monthly bulletin are sold at 50 cents each.
The membership dues are $10 per annum, payable in advance, and it is cus­
tomary to charge the members with the full year’s dues on January 1st. All 
dues for 1931 are paid.
A trial balance of the books as at June 30, 1931, before audit adjustments,
was as follows:
Cash in bank.............................................................................. $ 5,300
Accounts receivable—members............................................... 11,250
“ “ —advertising. .................................. 625
Inventory of publications—December 31, 1930................... 20,800
59
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Accrued interest receivable...................................................... $ 200
Stocks and bonds...................................................................... 15,000
Furniture and fixtures.............................................................. 5,400
Prepaid insurance...................................................................... 70
Accounts payable...................................................................... $ 2,700
Reserve for depreciation.......................................................... 1,250
Surplus........................................................................................ 37,748
Membership dues—1931.......................................................... 32,500
“ “ —1932.......................................................... 1,500
Sales of bulletins........................................................................ 4,442
“ “ advertising matter...................................................... 3,250







The profit-and-loss account for the year ended December 31, 1930, as dis­
closed by items in the surplus account on the books, was as follows:
1930
Membership dues—1930.......................................... $38,000
“ “ —1931.......................................... 400
Sales of bulletins....................................................... 9,840
“ “ advertising matter...................................... 4,450












Net profit to surplus................................................. $11,925
Inventories of publications (by quantities) on hand, at closing dates, were 
as follows:









1930..................................... ................ 250 700 1,500
1929..................................... ................ 1,380 1,100 3,500
December 31, 1930:
1930..................................... ................ 300 700 2,000
1929..................................... ................ 1,500 1,100 3,700
December 31, 1929:
1929..................................... ................ 1,900 1,100 4,100
60
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The cost of printing is 30 cents a bulletin, and the cost of binding $3 a volume. 
During the period under review, 6,000 copies of each month’s bulletin were 
printed.
The liabilities as at June 30, 1931, are all shown on the books.
It is agreed that the bound and unbound bulletins for the year 1929 are to be 
written down to one half on December 31, 1930; and on June 30, 1931, to one 
quarter of their cost. The bulletins for 1930 are to be written down to three 
quarters of their cost on June 30, 1931.
You are required to prepare the following statements:
(a) Balance-sheet as at June 30, 1931.
(b) Income statements for the year 1930 and for the six months ended 
June 30, 1931.
(c) Statement showing opening and closing inventories, purchases, distribu­
tion and sales of bulletins for each period. Show quantities and 
amounts.
Submit your working papers.
Solution:
1929 Issues 1930 Issues 1931 Issues
Schedule I 
Professional Association
Statement of determination of sales by quantities
(Unbound sets of 12 bulletins each are included with single bulletins.)
Inventory, December 31, 1929.. .




















Total...................................... 1,900 17,300 300 68,400
Deduct:
Distribution during 1930 (3,800
monthly)............................... 45,600
Inventory, December 31, 1930 1,500 16,900 300 10,400
Total....................................... 1,500 16,900 300 56,000
Sales during 1930......................... 400 400 12,400
Inventory, December 31, 1930.. . 1,500 16,900 300 10,400
Printed during 1931..................... 36,000
Deducted:
Distribution in 1931 (3,290
monthly)............................... 19,740
Inventory, June 30, 1931......... 1,380 16,700 250 9,900 11,000
Total...................................... 1,380 16,700 250 9,900 30,740
Sales during six months ended
June 30, 1931............................ 120 200 50 500 5,260
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Schedule II 
Professional Association
Statement showing sales by quantities and amounts for the year ended
December 31, 1930 and the six months ended June 30, 1931
Year ended 
December 31, 1930





















Total (at $.50 each) . . .. 12,800 6,400 5,960 2,980
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Exhibit A 
Professional Association
Statement showing cost of bulletins for the year ended December 31, 1930, and for the six 
months ended June 30, 1931
Year ended Six months ended
December 31, 1930 June 30, 1931




Deduct: closing inventory at cost:
Closing inventory (schedule III). . . $12,585.00 $10,294.50
Writedowns........................................ 7,485.00 20,070.00 4,684.50 14,979.00
Total cost of bulletins................... $20,160.00 $ 8,406.00*
Writedown
December 31, 1930
* No adjustment is made to give effect to the fact that the opening inventory contained 1929 
bulletins valued below cost, which were sold during the period; this would increase the cost by 
$426, as computed below.
Per unit Total 
1929 issues sold during period:
Sets................................................................................................. 120 $3.30 $396.00

























Cost of bulletins sold and distributed 
(exhibit A)..................................
















Total expense.................................. 48,470.00 25,815.50
















1931 bulletins, at cost................ $ 3,300.00
1930 bulletins, at 75% of cost.. 3,465.00
1929 bulletins, at 25% of cost.. 3,529.50 10,294.50
Prepaid insurance...............................
Investments in stocks and bonds. . .
Furniture and fixtures........................








Liabilities and net worth
Current liabilities:
Accounts payable............................






Balance, December 31, 1929 (as ad­
justed)....................................... $23,093.00
Net profit (loss*) —exhibit B:
For the year ended December 
31,1931................................. $ 4,520.00
For the six months ended June 
30,1931................................. 1,373.50*  3,146.50
Total net worth........................... 26,239.50
$46,889.50
65











This $900 must represent the cost of binding the 1930
issues (300 sets at $3), as no binding of 1931 issues has 
yet been done. Since a charge of $900 appears in the 
1930 statement for binding (part of the 1929 expense), 




Profit and loss—1930.......................................................... 1,340
Here, as above, the expense has in the past been re­
corded at the time of payment, rather than at the time 
it was incurred. The cost of printing is stated to have 
been 30 cents a copy, or $1,800 a month (6,000 copies); 
the above entry adjusts the expense to this basis.
(4)
Profit and loss—1930 .............................................................. 400
Membership dues—1931....................................................• 400
1931 dues taken up as income in 1930.
(5)
Profit and loss—1930 ............................................................. 130
Surplus.................................................................................. 130











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































. 1,373.50 1,373.50 $41,480.00 $41,480.00 $36,110.00 $36,110.00 $49,513.00 $49,513.00
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Deferred dues income—1931............................................. $16,450
Deferred dues income—1932............................................. 1,500
To defer portion of dues income unearned at June 
30, 1931.
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